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Marx and the Mixed Economy: Money,
Accumulation, and the Role of the State

ANN E. DAVIS

1. A Heterodox Perspective on Money

economy in his major works, especially Capital (1967). Within

this major work he provided a profound analysis of the role
of money in the capitalist system, based on the opposition of use value
and exchange value and the contradictions of the commodity form.
He did not provide extensive analysis of the role of the state in asso-
ciation with money, however. The goal of this paper is to extend
Marx’s analysis of money to include the role of the state, and to
achieve a greater understanding of the complexities of that role,
particularly in modern mixed economies.

ﬁ S IS WELL KNOWN, Marx provided a critique of political
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This approach focuses particularly on the role of institutions
related to finance and the state role in economic stabilization. While
there is a well-developed Marxian theory of money as a quantitative
expression of labor time (Foley, 1986; Moseley, 2005, 2008), the
present approach is more institutional. That is, it is important to
account for the institutional origin of money, in terms of its issue and
management by the nation—state, as well as the operations of frac-
tional reserve banking, the management of currency and credit by
the central bank, and the fluctuations in its “credibility.”

The paper proceeds by presenting an overview of Marx’s circuits
of capital. By adding a circuit explicitly for the state, the issue of money
and its use in economic stabilization can be better understood within
a Marxian framework. The capacities of such tools for economic
management as well as their limits can be analyzed using the example
of international currency, where money corresponds to its “ideal
concept” (Marx, 19671, 142). In concluding, the paper will show how
the current financial crisis can be grasped more clearly by using such
a framework.

2. Marx’s Theory of Money

Within his analysis of the capitalist system, Marx developed a
comprehensive and sophisticated theory of money.

2.1. Money as a Universal Equivalent. Money is a “universal equiva-
lent” in relation to all other commodities, expressing their common
feature, being the result of production by social labor. That is, money
is a “socially recognized form” which reflects their common element
that commodities are the result of the “expenditures of human labor-
power” (Marx, 1967, 1, 66-69, 73). The quantitative dimension of the
exchange value of commodities is expressed in the money price of
each commodity relative to the others. This comparative value of
various commodities expresses the relative extent of the labor time
necessary to produce them. This explicit focus on the quantitative
relationship of equivalents is developed in Section 3 of Chapter 1,
Volume L.

In addition to a strict quantitative dimension, there is also a sym-
bolic role for money. Paper money can represent gold, which in turn
symbolizes the value of commodities. Money represents the value of
commodities that are in the process of circulation, and in the pro-
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cess of transformation of form within the financial circuits. This value
of commodities is capable of expression in symbolic form (Marx,
1967, 1, 127).

The independent existence of the exchange-value of a commodity is here a
transient apparition, by means of which the commodity is immediately re-
placed by another commodity. . . . Being a transient and objective reflex of
the prices of commodities, it serves only as a symbol of itself, and is there-
fore capable of being replaced by a token. One thing is, however, requisite;
this token must have an objective social validity of its own, and this the
paper symbol acquires by its forced currency . . . the compulsory action of
the State. (Marx, 1967, 1, 128.)

2.2. The Role of the State. Marx notes the role of the state in the
issue of money. “Coining, like the establishment of a standard of
prices, is the business of the State” (Marx, 1967 I, 124-125). Because
money is “purely conventional” and must have “general acceptance,”
“it is in the end regulated by law” (Marx, 1967 I, 100). While the
development of the money form in Chapter 1 of Capital refers to the
role of gold and silver as the typical substances of the universal equiva-
lent, the symbolic role of money as representing social labor can be
performed by paper currency as well, so long as it is “issued by the
State and having compulsory circulation” (Marx, 1967 I, 126-129).
While this responsibility of the state to designate legal tender is es-
sential, there is also a quantitative dimension to the supply of money.
The volume of paper money would need to approximate the appro-
priate quantity of gold, or else “there would no longer be any stan-
dard” (Marx, 1967 I, 128).

As explored in Capital, the Bank of England was a “semi-govern-
ment institution” which was able to issue notes in excess of the bul-
lion on reserve in its vaults, thus creating “fictitious capital.” Not only
was all government tax revenue deposited with the Bank, butits notes
were also backed by the total wealth of the nation (Marx, 1967 III,
540-541). The centralization of the credit system in national banks
and large money lenders increased the “velocity of circulation” (Marx,
1967 111, 520-525), but also gave “this class of parasites . . . fabulous
power” (Marx, 1967 111, 545). During the expansionary phase of the
business cycle, credit can expand, with the central bank as the “pivot
of the credit system.” At times of crisis, however, there is a “mad de-
mand” for gold and silver (Marx, 1967 III, 573-574).
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With the development of the credit system, capitalist production continu-
ally strives to overcome the metal barrier, which is simultaneously a mate-
rial and imaginative barrier of wealth and its movement, but again and again
it breaks its back on this barrier. (Marx, 1967 III, 574.)

That is, money must be managed by the state to be in proper pro-
portion to the value of gold, but must also be flexible to allow the
growth of credit along with the business cycle. The state’s declara-
tion of legal tender, and its credit backed by its taxing authority, are
powerful means of managing money and credit.

2.3. Hoarding. The use value of the money commodity is to express
the exchange value of all other commodities. Once the role of a par-
ticular commodity or paper currency is well established, the money
token can represent the entire power of total social labor. That is,
“money itself is a commodity, an external object, capable of becoming
the private property of any individual. Thus social power becomes the
private power of private persons” (Marx, 1967 I, 132). Money in this
context can represent “the social wealth of its owner” and desire for it
becomes “insatiable” (Marx 1967 I, 131-133). The capacity for hoard-
ing to potentially disrupt the circulation of money was also noted by
Keynes (Keynes 1964, 194-209, 342-344), as well as by Marx in his
analysis of crises (Marx, 1967 I, 114, 138; 111, 572-574).

3. Financial Circuits

While money appears to be the medium of circulation, the cir-
cuits of money are actually an expression of the changing form of
the value of the commodity (Marx, 1967 I, 116, 153-155). Circula-
tion, and the expansion of value, is an end in itself, and therefore
without limit (Marx, 1967 I, 151-152).

Marx identifies two types of financial circuits in Capital: First, the
workers’ circuit, by which a worker sells the commodity labor-power,
C, for money, M, to exchange for wage goods, C. There is no expan-
sion of value in this circuit.

C—M—-C workers’/consumers’ circuit (1)

Second, the capitalist firm begins with a cash balance, M, which is
exchanged for commodity inputs, labor-power and means of produc-
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tion, then sells the product for an increment of money over the cost
of the inputs, M.

M—C—M capitalists’ circuit (2)

As the circulation of commodities becomes extended, “credit-money”
arises as a means of transferring debts to others. Money becomes the
manner in which all contracts are settled, including taxes as well as
payments for wages and commodities. This extended use of money
encourages the accumulation of reserves in anticipation of future
payments (Marx, 1967 I, 139-142).

The existence of a powerful state is assumed in Marx’s analysis.
But the ability of the state to finance the military, for the expansion
of markets abroad and for the discipline of labor at home, must be
developed. In fact, capitalist competition and success at imperialist
wars has often been determined by relative fiscal capacity (Ferguson,
2001). Further, the currency in which the circuits (1) and (2) are
intermediated would not exist without the imprint of the state, the
“sovereign,” as Polanyi (1944) stresses.

To Marx’s two interlocking circuits above, I would add a third,
the state’s financial circuit. In contrast to Marx’s discussion in Capi-
tal, the issue and management of the currency is now fully incorpo-
rated into the state in advanced capitalist countries. For example, in
the United States, management of the currency is a function autho-
rized by the Constitution. After several unsuccessful attempts in the
19th century, a central bank was established in the early 20th cen-
tury (Davis, 2008). The state issues money, M, whether commodity
or fiat currency, as a liability of the state (this discussion draws upon
and extends the Chartalist approach; Tcherneva, 2007; Wray, 1998,
23, 69; Lerner, 1947). In turn, the state pledges to accept this money
as legal tender, in payment of taxes. The state can also make use of
these cash balances to purchase commodities, C, to perform state
functions. The state is the only issuer of debt which is bound to re-
ceive its own debt token as repayment in taxes.!

This can be formalized as a third circuit, where M? is denomi-
nated in national currency.

1 Because of its legal powers and broad taxing authority, the state manages the clearing-
house function, and is the apex of the pyramid of credit. See Mehrling, 2000.
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M?— C — M?$ state’s financial circuit (3)

In fact, the circuits (1) and (2) above should also be denominated in
the domestic currency, which is designated as legal tender.

C—M—C workers’/consumers’ circuit (1)
M# — C — M¥ capitalists’ circuit (2"

The state’s circuit (3) differs from the capitalist circuit, (2') above,
in three respects: a) there is no expansion of value; b) the commodi-
ties purchased are not necessarily means of production for the pro-
duction of surplus value, but can represent provision of state services,
infrastructure, defense, and other public goods deemed important
to the competitive health of the national capitalist economy; and
c) while there is no expansion of value, ultimately the government
budget must balance, or at least tax revenues must cover debt ser-
vice. That is, there must be a sufficient return flow of funds to main-
tain the creditworthiness of the state.

The purpose of the state’s purchase of commodities, G, is to sta-
bilize and to expand the capitalists’ circuit, (2'). The expansion of
value of the capitalists’ circuit, M¥ | is partially shared with the state
as tax revenue. Additional tax revenue, in turn, allows expansion of
the state’s financial circuit, and stabilizes and strengthens the national
currency, in a mutually reinforcing process. While not explicitly pro-
ducing commodities for sale, like the capitalist firms, the state must
nonetheless remain mindful of its budget balance.

As the national debt finds its support in the public revenue which must cover
the yearly payments for interest &c., the modern system of taxation was the
necessary complement of the system of national loans. The loans enable the
government to meet extraordinary expenses, without the tax-payers feeling
it immediately, but they necessitate, as a consequence, increased taxes.
(Marx, 19671, 756.)

In the 19th-century United States, some states and local governments
built canals, toll roads, and railroads, explicitly charging fees to cover
the issuance of debt, often successfully as in the case of the Erie Canal.
In the 20th century, the national government engaged in deficit fi-
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nancing of strategic projects, with the intention of stimulating eco-
nomic growth sufficiently, via the “multiplier,” to repay with tax rev-
enues the initial debt outlay. That is, the government budget was
intended to balance in the long run.

Marx discussed aspects of this role of the state, such as the role
of debt to aid accumulation. For example, the Bank of England was
empowered by Parliament to issue coin, which it then loaned to the
state. The bonds issued by the state in turn created the public debt,
“one of the most powerful levers of primitive accumulation” (Marx,
1967 1, 754-755), and the expansion of the international credit sys-
tem. Further, the imposition of taxes is one method of mobilizing
resources to become monetized in circuits, the so-called “cash nexus.”
The insistence of payment of taxes in money instead of real terms
had the capacity to transform farming (Marx, 1967 I, 140-141). As
Marx expressed this idea,

Over-taxation . .. [is] the best system for making the wage-labourer sub-
missive, frugal, industrious, and overburdened with labour. . .. The pub-
lic debt, and the fiscal system corresponding with it, has played [a great
part] in the capitalisation of wealth and the expropriation of the masses.
(Marx, 1967 1, 756.)

As Marx noted, the Bank of England “gave with one hand and took
back more with the other” (Marx, 1967 I, 755). According to Marx,
the total wealth of the nation backs up the banknotes of the Bank
of England, which function as a “symbol of value” (Marx, 1967 III,
540, 555).

Is there anything more absurd, for instance, than the Bank of England
(1797-1817) — whose notes have credit only thanks to the state — taking
payment from the state, i.e., from the public, in the form of interest on gov-
ernment loans, for the power granted it by the state to transform those same

notes from paper into money and then to lend it back to the state? (Marx,
1967 111, 542.)

Both government securities and gold specie were held as reserves by
the Bank of England as backing for the issue of banknotes (Marx, 1967
II1, 554). In fact, the domestic market had no need for metal (Marx,
1967 III, 517), which was most useful in balancing international
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accounts.? The issue of paper currency with the backing of the state
can facilitate the process which is now termed “financialization.” That
is, the direct exchange of financial instruments can simplify and
shorten the financial circuit, and increase the velocity of circulation.
The development of the credit system also exacerbates the tendency
for the financial circuits to decouple from real commodity produc-
tion (Marx, 1967 I, 155; 111, 315-322, 368-369, 479-484, 508).

M3 — M¥ circuit of “fictitious capital” (2a")

In Marx’s terminology, financial instruments are “fictitious capital,”
in which a projected stream of revenue becomes capitalized at the
going rate of interest, and subject to speculation and fluctuating values
(Marx, 1967 111, 465-470, 493). Recent analysis has emphasized the
process of “financialization” (Harvey, 2005; Epstein, 2005), especially
given the deregulation in domestic and global financial markets since
1980. Where money flows are perceived as the essence of value, the
power of money takes on its most fetishistic aspects.

The relations of capital assume their most externalized and most fetish-like
form in interest-bearing capital. We have here M — M', money creating more
money. . .. The result of the entire process of reproduction appears as a
property inherent in the thing itself. (Marx, 1967 III, 391-392).

4. The Role of the State in Macro-Stabilization

Marx understood the important ideological division between the
market and government in the liberal state (Marx, 1970), what can
be termed a “public—private divide” (Habermas, 1989). Short of com-
plete “human emancipation,” however, the state would maintain the
separation between the general, public interest of the citizen and the
narrow self-interest of the bourgeoisie (Marx, 1978, 33—-46). Marx
articulated the irony of using the market as a “steering mechanism”
(Habermas, 1973), where there are “material relations between per-
sons and social relations between things” (Marx, 1967 I, 73). The
contemporary mantra of “letting the market decide” is essentially
allowing the “social action [of producers to] take the form of the

2 The international clearinghouse function is not clearly assigned, but is often managed
by the hegemonic nation (D’Arista, 2005).
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action of objects, which rule the producers instead of being ruled by
them,” or the equivalent of “commodity fetishism” (Marx, 19671, 75).
In this inverted context, money appears as a phenomenon of the
market, created strictly to facilitate transactions as a “medium of ex-
change.” Within this institutional setting, the role of the state is to
protect private property and to maintain capitalist profitability, and
to reinforce the apparent public—private divide.

In the post-World War II modern economy, the government has
assumed an extended role to stabilize volatile investment decisions,
much as Keynes had prescribed (Keynes, 1964, 376-381). While gov-
ernment spending does not add directly to surplus or profit, it is still
possible to smooth the business cycle by deficit financing (Mattick,
1969, 155-164). Government can contribute to profitability by under-
taking pre-competitive research and development to launch new in-
dustries, stimulating effective demand by income redistribution, or
by funding capital-intensive infrastructure which lowers the overall
cost of production. Similarly, contributions towards training and
education of labor can promote profitability by increasing produc-
tivity. Ultimately the contribution of government spending towards
profitability must exceed its costs, or it will resultin a deduction from
total profit. For Mattick, the production of surplus is a clear criterion
for the public—private divide.

The state is constitutionally responsible for coinage of the cur-
rency and management of its value (Polanyi, 1944). Once the cur-
rency is designated as legal tender, the operation of a fractional
reserve banking system and open market operations by the central
bank can further expand and contract the money supply, to achieve
the goal of economic stabilization. According to Keynes’ basic insight,
the role of money in a modern economy can facilitate manipulation
of the rate of interest, to stimulate investment and to achieve full
employment (Keynes, 1964, 375). With such macroeconomic poli-
cies determining the level of aggregate output, markets would deter-
mine the composition of output.

The ability of the state to contribute to profitability also depends
on the period and the particular institutional arrangements. Through-
out the 19th and 20th centuries, a recurrent focus on “hard cur-
rency” and sound money enabled the state to resist populist demands
(Davis, 2008). During the postwar period of “embedded liberalism,”
an expanded role of government contributed to profitability and
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growth (Harvey, 2005, 10-12). After 1980, a turn towards neoliberalism
and a reduced role of government sought to restore profitability by

greater support of privatization and free markets (Harvey, 2005, 76—
81, 90-94).

5. Public Finance

In more modern terms, public finance and double-entry bookkeep-
ing provide the detailed accounting (Poovey, 1998) by which confi-
dence in this state money can be assured, while it is also a creation of
the state. State money utilizes a public—private divide, a form of double-
entry bookkeeping (where the terms “public” and “private” may actu-
ally lose consistent meaning). That is, on the one hand, a) the state
issues debt; it borrows from the public in the form of issuing currency
and bonds, repayable in the present and future. The state also b) cre-
ates a credit for itself; a sovereign state can assign a tax liability to the
public, levied by constitutional processes. The extent and effectiveness
of its taxing authority is one determinant of the international confi-
dence in its currency. Thatis, the fiscal balance and credibility of a state
tend to affect its currency value, in aggregate.

As shown in Table 1 below, any given financial instrument, tax
capacity (currency) is at once an asset (liability) for the state and a
liability (asset) for the public.

As such, state debt, consisting of currency and treasury bonds, is
essentially a highly secure asset, which provides a means of inter-
temporal intermediation, and serves as ballast for the financial sys-
tem as a whole (Davis, 2008). Using double-entry bookkeeping to
“balance” the accounts, the total size of the government balance sheet
is relatively elastic, responsive to the need for macroeconomic stabi-
lization and management of credit.

Table 1
Financial State (including
Instrument Public central bank and
treasury functions)
Tax capacity Liability Asset
Fiat currency, Asset Liability
bonds
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The taxing authority of the liberal state provides a guarantee of
future resources to support the issue of national debt, and to provide
a highly liquid asset to support private financial markets. Taxes also
monetize and mobilize resources which might otherwise remain in non-
market uses (Ferguson, 2001; Wray, 1998, 37, 155-156). As the “divi-
sion of labor depends on the extent of the market” (Smith, 1994), the
entire market system can improve in productivity as a consequence of
the expansion of the scale of financial circuits, which is a common
interest of both the state and private firms. That is, although the finan-
cial circuit of the state (3) does not expand value, the extension of scale
facilitates the expansion of the financial circuits of private firms (2').
The private firms produce surplus value, in turn, which is subsequently
shared with the state as tax revenue, and becomes a source of revenue
for interest payments on the national debt.

As elucidated in this institutional framework, the capacity to issue
money is complementary with other roles of the state, including the
protection of private property, adjudication of conflict based on that
property, and the development and protection of foreign markets.
The state benefits by seignorage, that is, the acquisition of real assets
by issue of its own debt. With expanded fiscal capacity, the state can
also support a military, rendered on a cash expenditure basis instead
of feudal obligation (Ferguson, 2001). The modern state also recog-
nizes the commodity form of labor-power, with the associated author-
ity of the capitalist firm, while still managing labor relations by means
of legislation, such as the Factory Acts (Commons, 1995; Marx, 1967
I, 264-302). That is, the firm’s ability to command labor is a form of
coercion, as opposed to the ostensible “free agents” which the lib-
eral state equally protects according to the “inalienable rights of man”
(Marx, 1967 I, 302). The resulting commodities provide real con-
sumer goods and financial profits, which are then shared with the
state as tax revenue. If the production of commodities were not
roughly commensurate with the stock of currency, according to a
basic quantity theory of money (Marx, 1967 III, 546-548), the value
of the currency would change, upsetting intertemporal intermedia-
tion with either inflation or deflation. That is, management of the
value of the currency has become an important responsibility of
modern central banks, in an effort to avoid crises.

Once a crisis occurs, from a variety of possible contradictions
(see for example Davis, 1983), such as from a falling profit rate or
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a realization problem, there is desperate pursuit of exchange value,
at the expense of use values. That is, surplus labor, capital, or com-
modities are devalued in pursuit of completion of the monetary cir-
cuit (2') above, M® — C — M¥'.

In times of a squeeze, when credit contracts or ceases entirely, money sud-
denly stands as the only means of payment and true existence of value in
absolute opposition to all other commodities. . . . The value of commodi-
ties is sacrificed for the purpose of safeguarding the fantastic and indepen-
dent existence of its value in money. . . . As long as the social character of
labour appears as the money-existence of commodities, and thus as a thing
external to actual production, money crises — independent of or as an in-
tensification of actual crises — are inevitable. (Marx, 1967 I1I, 516-517; italics
in original.)

That is, as Marx emphasizes, in times of crises, the “fantastic and inde-
pendent existence” of value as money is highlighted, in “absolute op-
position to all other commodities” (see also Marx, 1967 I1I, 572-574).

6. Commodity Fetishism

These magical qualities of money are part of the phenomenon
of “commodity fetishism.” That is, this mere token of value takes on
associations of power that are due to the division of labor, the ex-
change of the commodity labor-power, and the extent of the mar-
ket, a “social hieroglyphic” in Marx’s terms (Marx, 1967 I, 74). The
gains from “cooperation,” the social organization of the market sys-
tem operating as a whole (Marx, 1967 I, 322-335), are often attrib-
uted to the power of money itself, in its token form. Analyzing the
sphere of circulation alone, according to “vulgar economists,” money
appears to “beget money” (Marx, 1967 I, 155). This assignment of
the power of the whole to a concrete manifestation of a part is an
example of fetishism (Marx, 1967 I, 71-83; Kaplan, 2006). “As, in
religion, man is governed by the products of his own brain, so in
capitalistic production, he is governed by the products of his own
hand” (Marx, 1967 I, 621).

How are gold and silver distinguished from other forms of wealth? . .. By
the fact that they represent independent incarnations, expressions of the
social character of wealth. . . . Itis faith in the social character of production
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which allows the money-form of products to assume the aspect of something
thatis only evanescent and ideal, something merely imaginative. . . . The fact
that social production is not really subject to social control is strikingly
emphasized by the existence of the social form of wealth as a thing external
to it. (Marx, 1967 III, 573-574, italics in original.)

The aspects of a “modern fact” are also relevant in this context. That
is, the power of a money token is a self-fulfilling belief, and powerful
as a result of that very belief (Poovey, 1998). A state with a powerful
currency can also expand its fiscal capacity. The fiscal capacity of the
state then allows the expansion of military power, which in turn fa-
cilitates the extension of markets, the production of surplus value,
followed by the further increments of tax revenue and military ca-
pacity, a so-called “square of power” (Ferguson, 2001). That is, the
“power” of money is based on various factors: 1) the productivity of
labor; 2) the exchange of the commodity labor-power (and the asso-
ciated institutional conditions for the existence of labor-power as a
commodity); 3) the extent of the market; 4) the military power of
the state; and 5) the fiscal credibility of the state (Table 1, above).

These factors are ultimately related to the social nature of capi-
talist production, the power of which appears to be a “fantastic” char-
acteristic of money itself.

7. International Dimensions

In the “markets of the world . . . money acquires to the full ex-
tent the character of the commodity whose bodily forms is also the
immediate social incarnation of human labor in the abstract” (Marx,
1967 1, 142). By contrast, mainstream economic theory has several
explanations for the international value of a currency: 1) equilibra-
tion of international balances of payments; 2) currency as a type of
interest-bearing asset; 3) in the long run, purchasing power parity
(Krugman and Obstfeld, 2009). That is, in mainstream theory, na-
tional currencies are perfectly fungible, differentiated only by yield
and liquidity. Nonetheless, some institutionalist historians, game
theorists, and post-Keynesians — such as Eichengreen and Haus-
mann, 2005; Aizenman, 2007; and Terzi, 2006 — have acknowledged
the “hierarchy” of currencies. The hegemonic state is often the guar-
antor of the hegemonic or key currency (Block, 1977; Wachtel, 1986).
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The U. S. dollar has served as the hegemonic fiat currency since
1973, when dollar convertibility into gold was revoked by the Nixon
administration. In spite of the absence of “backing” by a precious
metal like gold, the dollar continues to maintain its role as the world’s
largest reserve currency. That is, the use value of the U. S. dollar is to
represent the abstract exchange value of global commodities. Rather
than an exact quantitative reflection of labor time, however, the value
of the dollar is also influenced by relative military power, as well as
by the size and international reach of domestic multinational corpo-
rations (Frank, 2003).

In the international context, the role of currency and credit as a
tool of concentration and centralization is also more apparent (Marx,
19671, 626-628). Thatis, the role of the U. S. dollar as a key currency
provides several functions. The ability to issue debt denominated
in the national currency conveys specific benefits (Morgan, 2009;
Roubini, 2009). For example, issuing debt in one’s own currency
transfers currency risk to the lender. Unable to issue debt in their
own currencies, or subject to “original sin,” developing countries must
continue to export to the United States to earn dollars, in order to
borrow internationally (D’Arista, 2005; Eichengreen, 2007). Further,
the demand for U. S. dollars as “hard” currency maintains its value,
providing terms-of-trade advantages for U. S. corporations operating
abroad. Such international expansion of scale by U. S. firms provides
an offsetting tendency for the rate of profit to fall (Marx, 1967 III,
223-225).

For example, a multinational corporation (MNC) with a foreign
affiliate in an emerging country has an expansion of value based in
the domestic currency, M*, as shown in the circuit (4) below, modi-
fying circuit (2') above:

M# — C — M*' (4)

Further, the initial borrowing may occur in the hegemonic currency,
M?, and the complete circuit includes the return to that hegemonic
currency. If the purchasing power of the hegemonic currency is greater
than that of the domestic currency of the emerging country, there is
an even greater expansion of value with the translation back into the
hegemonic currency. Combining (4) and (2'),
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M$ — M* — C — M* — M¥' (5)

In this fashion, the role of the state in the issue and maintenance of
the hegemonic currency improves the profitability of the hegemonic
nation’s MNCs with global production affiliates.

This key role of the dollar as a reserve currency can be expressed
in terms of the central bank balance sheet of an emerging country
(see Table 2 below).

In the first row, the balance sheet is much like that of the hege-
monic nation. The issue of domestic currency as a liability of the
central bank must be met by the asset of a domestic tax capacity. In
the context of international currency exchange, however, the ability
of the emerging country central bank to supportits domestic currency
depends on its reserves of “hard” currency. In turn, these hard cur-
rency reserves are earned by domestically produced exports. That s,
the task of supporting a non-hegemonic currency is more costly, in
terms of the commitment of domestic resources, for export as well
as for tax capacity. The requirement that the emerging country main-
tain a balance of payments surplus, with exports exceeding imports,
is a form of “saving,” which is particularly burdensome in countries
with low incomes and deficits of domestic capital.

In the international context, the U. S. dollar retains the symbolic
value of its hegemonic nation of origin (Gao, 2009), which is self-
reinforcing. The market for U. S. Treasury bonds by the central banks
of emerging countries helps to maintain cheap credit in the United
States, even as the U. S. government deficit expands. This access to

Table 2
Emerging Country Central Bank

Origin Asset Liability
Domestic Domestic Domestic Currency,

Tax Capacity Bonds
International Hegemonic country International

currency, T-bonds circulation of

emerging country

International Export capacity currency

to hegemonic country
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credit enables the United States to continue to wage foreign wars and
to stimulate its domestic economy. In return for its financial assets
(or “fictitious capital”), the USA can import real resources from other
nations (McKinnon, 2005, 2007a).

Endeavoring to explain the position of the USA as the world’s
largest net debtor, mainstream economists suggest that it provides
a global service in intermediating capital flows denominated in dol-
lars (Lucas, 1990; Hausmann and Sturzenegger, 2006a; Eichengreen,
2007, 14, 20, 22), benefitting its domestic financial services industry.
The preferred mainstream explanation for these “perverse” capital
flows is based on inadequate protection of property rights and under-
developed capital markets in developing countries. An alternative ap-
proach is to stress the comparative advantage of the United States in
financial services (Caballero, Farhi, and Gourinchas, 2008) or to
abandon entirely the notion that capital should flow from rich to poor
countries, and merely to maintain that the United States receive a
portion of capital commensurate with its share of world capital mar-
kets (Higgins and Klitgaard, 2007).

Ironically, even as the latest financial crisis originated in the
United States, its global unfolding has generated a demand for the
U. S. dollar, as a “flight to quality,” driving down U. S. interest rates
on U. S. Treasury bonds. While this facilitates increased U. S. gov-
ernment borrowing in the short run, anxiety about continuing bond
purchases by the central banks of China and other surplus countries
has increased. That is, there is at once a continued focus on the dol-
lar as the world’s key currency, even as the limits of U. S. fiscal capac-
ity to support it become more apparent.

In times of financial crisis, the active role of the state in securing
national and international money becomes even more apparent, by
means of guarantee and direct bailout (Harvey, 2004, 73-74). There
is an expectation that the government budget will expand sufficiently
to compensate for the shortfall in private spending (Krugman, 2009).
Yet there are limits to the state’s capacity to manage the extensively
globalized capitalist circuits. International financial meetings in 2009
continue to address the issue of the U. S. Gross Domestic Product
compared with its increasing burden of government debt (Thomas,
2009). Attempts will be made to distribute the cost of financial sup-
port among advanced capitalist countries, effectively bailing out the
USA, even as it was the origin of the most recent financial crisis. Popu-
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list anger is growing inside the United States at bailing out the fi-
nancial system at taxpayer expense. As Polanyi points out in his dis-
cussion of the 1930s, there is a considerable potential for political
unrest and shifting forms of governance, from communism to fas-
cism, in these desperate efforts to “save the currency” (Polanyi, 1944,

998-233).
8. Conclusion

Building upon the institutional Marxian analysis of money above,
the role of the state is integral to the issue and management of money.
This connection between money and the state can also help account
for the observation that currencies matter; that is, currencies are not
perfect substitutes, as mainstream theory would suggest, but rather
encode the characteristics of the issuing nation-state, with a clear and
demonstrable hierarchy. This hierarchy of currencies, in turn, tends
to perpetuate global inequality, compounding systemic tendencies
for concentration and centralization.

The national currency can be a tool of capitalist accumulation
and the projection of state power. Confidence in that currency can
facilitate the financing of the state, through taxes and debt, enabling
the military expenditures which reinforce that power. On the other
hand, if confidence in that national token currency, a form of fetish-
ism, permits overextension, by accumulation of international debt,
financial “innovation,” and military overreach, then the international
financial system based on that national currency is at risk. The role
of the dollar as the universal equivalent is confronted by the discrete
limits of its backing, the U. S. national tax capacity and emerging-
country export capacity in the midst of a steep global downturn. At
this point, the role of the U. S. dollar as a key currency becomes a
source of global instability, instead of the opposite.

The role of the state is more apparent in currency crises, in spite
of “free market” rhetoric and the rules of the public—private divide
(which are then flagrantly violated). International currency values,
in particular, can only be maintained by an explicit international
bargain regarding the “rules of the game.” Legitimacy may require
equity and participation, which may be inconsistent with the com-
petitive and uneven nature of capitalism. Ironically, efforts to pro-
tect the financial system at the expense of the state can only disturb
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the foundations of the currency. According to Marx, the prospects for
illuminating the “hieroglyphic” of money, and clarifying its social na-
ture, rely ultimately on the transformation of the commodity form of
labor-power into communities of freely associated producers.
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